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The Nordic Investment Bank s the international financial institution of the Nordic and the Baltic
countries, and NIB’s overriding vision is a prosperous and sustainable Nordic-Baltic region. NIB
finances projects that improve productivity and benefit the environment of the Nordic and
Baltic countries. Further integration between the economies of the Member Countries is also a
basic part of the Bank’s purpose.

The mandate

NIB finances projects that promote productivity gains and environmental benefits for the
Nordic and Baltic countries in order to support a prosperous and sustainable Member Region.
NIB’s mandate rating framewaork is a policy the bank uses to assess whether the projects con-
sidered for financing support the vision of the bank. The framewark contains guidelines and
tools that are used to assess how the projects provide productivity gains and environmental
benefits for the Nordic and Baltic countries.

Figure 1illustrates the drivers the framework recognises for achieving the environmental ben-
efits and productivity growth. The productivity growth drivers are technical progress and in-
novation, infrastructure improvements, human capital and equal economic opportunities, de-
velopment and improvements in market efficiency and the business environment. The drivers
for environmental benefits are pollution reduction, preventive measures, resource efficiency,
development of clean technology and climate change mitigation. Development of clean tech-
nology can drive investments with environmental benefits in all identified areas.

FIGURE 1. NIB’S MANDATE
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2.1

2.2

All projects also undergo a sustainability review in accordance with NIB’s Sustainability Palicy
and Guidelines. The review ensures that the project complies with internationally and nationally
recognised environmental and social standards, and that it is resilient. The resilience refers to
the capacity of a project to cope with anticipated and unanticipated changes while retaining its
essential function.

Defining a project

NIB finances investment projects as opposed to operational expenses. An investment or a set
of investments can receive a mandate rating if it:

-is quantified in monetary terms,
~has a clearly described objective that preferably is measurable, and
- has a specified timeframe.

These are necessary, although not always sufficient, conditions to permit a mandate rating. In
addition, projects should bhe new or ongoing. The purpose of these criteria is to establish a clear
link between NIB's funding and the impacts of investments. However, projects that have been
completed up to one year prior to assessment will still receive a mandate rating.

Investment programmes

Investment programmes are projects consisting of a set of investments with a specific ob-
jective and a timeframe. Such programmes will be mandate rated as a single project, provided
it fulfils the general criteria presented above. Otherwise, the programme will be divided into
several thematic sub-projects with each compaonent being rated separately.

Loan programmes for financial intermediaries

The financing of smaller companies and projects is facilitated through providing loan pro-
grammes with financial intermediaries. A loan programme within member countries is consid-
ered as a project consisting of several sub-projects. Mandate rating of a loan programme at the
time of approval can only be undertaken, if the objective of the programme is clearly defined,
and if the financial intermediary can credibly report and describe the use of proceeds. Mandate
rating of a loan programme is based on predefined project categories. For loan programmes in
non-member countries, each allocation is generally assessed as an individual project.



3 Assessing productivity gains

Increasing productivity has been the main factor driving growth and income levels, which are
closely linked to welfare and prosperity. Productivity measures the economy’s overall efficiency
in the use of its factors of production (for instance, capital and labour]. Investments may have
different productivity impacts in different environments, depending on the stage development
of the country, markets and business environment. A number of indicators describe the drivers
of economic growth. The most commoan is labour productivity, measured as gross domestic
product [GDP) per hour worked. GDP per capita grows through increases in labour inputs and
efficient use of it. While demographic factors and the efficiency of labour markets determine
labour supply, investments in tangible and intangible capital shape labour productivity. In par-
ticular, investments bringing improvements in human capital, infrastructure, education, health
and well-functioning markets where individuals have equal opportunities to prosper economi-
cally, are the main drivers for productivity growth.

The basic drivers for productivity gains are similar in all economies, yet the degree of economic
development between and within countries has a significant effect on the relative importance
of these drivers. For instance, in the Baltic countries, investments in basic infrastructure and
otherimprovements that foster market efficiency are still needed in the economic convergence
process between the Baltic and Nordic countries.

The framework categorises a relevant set of impacts according to the following four drivers of
productivity growth.

3.1 Technical progress and innovation

Investments in new physical capital and innovations have histaorically shown to be the main
drivers of growth in GDP per capita in economies where investments have changed toward
assets with higher marginal products, and hence, higher labour productivity and income levels.

In particular, research and development (R&D] activities that turn ideas into successful prod-
ucts and new production techniques have led to significant productivity gains and disrupted
entire markets, resulting in significant leaps in companies’ ahility to create value - and in work-
ers’ income levels.

Moreover, knowledge spillover across firms and industries tend to benefit the whole economy.
An important element is also the creation of geographical clusters where economic activities,
academia, science, technology, talent and industry are concentrated in a way that fosters co-
operation between the participants and integration into value-added chains.



3.2 Human capital and equal economic opportunities

3.3

3.4

The quality of labour inputs and accumulation of knowledge stock in an economy boost produc-
tivity in a similar manner as accumulation and improved quality of physical capital. Investments
in research, education, training and health care increase the quality and quantity of labour in-
puts. In this context, furthering equal opportunities for participation in the economies, e.g.
through gender equality, are important drivers.

Infrastructure improvements

The quality of regional infrastructure and infrastructure services shapes the business environ-
ment of a region and is known to increase productivity directly by reducing frictions in opera-
tions, and indirectly by increasing the efficiency of labour and product markets.

Improvements in market efficiency and business
environment

Few investments directly affect market efficiency and business environment. Yet, such effects
tend to occur indirectly through other channels. For instance, investments that streamline
business processes and bring productive efficiency and market expansion for one company
may well place competitive pressures on other actors in the market. Competition and the econ-
omy’s ability to sustain new businesses are known to be among the most important dynamics
boosting productivity growth and the re-allocation of resources towards sectors/companies
with higher productivity.
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Assessing environmental
benefits

Pollution reduction

The traditional environmental protection measures entailed in pollution reduction are still im-
portant, although significant progress has heen made in NIB’s member countries during recent
decades. Increased efficiency in pollution reduction technologies, new types of pollution and
stricter environmental requirements are all driving investments in this field.

NIB plays an important role in the protection of the Baltic Sea in line with the objectives of the
Baltic Marine Environment Protection Commission ([HELCOM] as well as the EU’s Water Frame-
work Directive and Marine Strategy Framework Directive. This waork delivers a solid stream of
lending to investments that reduce the impact on the aquatic environment and its ecosystem
services.

Preventive measures

A well-functioning society is dependent on developing and upgrading important infrastructure.
Typical projects NIB finances in this area include strengthening electricity transmission and
distribution netwaorks, sewage networks and storm water control supporting pollution reduc-
tion. This should also be seen in the context of climate change and the need to adapt to the
changes in climate. Rising sea levels, changing precipitation patterns and increased flooding
will all be severe challenges going forward.

Although NIB's member countries have well-functioning infrastructure, seen in a global con-
text, the need for re-investments in technical systems that have reached or are close to the
end of their technical lifetimes are necessary projects to maintain a resilient infrastructure.

Resource efficiency

With increasing pressure on natural resources and insufficient execution of the waste hierar-
chy, it is important to implement resource-efficient systems built on effective technologies,
improved resource management and changed consumer behaviour. Investing in resource effi-
ciency, including circular economy, is an effective way to maintain the value of products, mate-
rials and resources in the economy for as long as possible, in accordance with the EU’s Circular
Economy Policy. This will protect the environment both by liberating some of the pressure on
natural resources and vulnerahle eco-systems as well as by reducing the pollution load.



a.4

Advancing a resource-efficient society in NIB's member countries is key for a sustainable fu-
ture. Projects in this field include investments targeting the minimisation of the use of nat-
ural resources (energy, water and materials) and the generation of waste, as well as invest-
ments increasing the potential for relative improvements, for example by using secondary raw
materials.

Climate change mitigation

Projects that aim for climate change mitigation are core to NIB’s environmental lending and in
line with the EU’s climate targets and the Paris Agreement. NIB’s focus includes projects fea-
turing energy generation from renewable sources, such as added electricity generation from
photovaoltaic cells, wind turhines and hydro-power stations. Climate change mitigation also en-
tails investments in electrified public transport and energy-efficient solutions.

The transition to a low-carbon economy requires considerahle investment in all sectors to cut
the greenhouse gas emissions, to increase the share of renewahle energy and to improve ener-
gy efficiency. In particular, more effort is needed in the main emitting sectors, including power
generation and distribution, transport, buildings, industry and agriculture. The environmental
benefits achieved through the four main drivers presented above are also in general contrib-
uting to meet some of the UN Sustainable Development Goals relevant to the Nordic-Baltic
region.



5 Rating the productivity impacts

To promote investments directed at improving productivity, NIB assesses the productivity im-
pacts of the projects it finances. To build a conceptual framewaork for the assessment of micro-
and economy-wide impacts from investments that facilitates the selection of projects with
high expected impacts, the ratings of impacts are organised across two dimensions (direct and
wider] according to perceived importance and type of impacts.

In terms of the importance of impacts, the expected impacts that are widely distributed in the
economy will receive a higher weight. Rather than just having a direct impact on the project
owner, wider impacts consist of often slower-moving underlying factaors and spillover effects
that affect economies’ ability to create value. Wider impacts, such as those from economic in-
tegration between the member countries, rarely bring immediate business or financial benefits
to the owners of investment projects aor financiers. Consequently, the wider impacts may not be
fully accounted for in investment and funding decisions, thereby creating inefficiencies in the
financial markets and investment decisions. With its long term funding, NIB can mitigate these
inefficiencies to help reach policy goals deemed important for its member countries. Figure 2
illustrates the structure of the framework and the factors affecting the ratings.

FIGURE 2. RATING PRINCIPLES FOR PRODUCTIVITY IMPACTS
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5.1 Technical progress and innovation

5.2

The rating framework accounts for technical progress using quantitative and qualitative infor-
mation about projects, borrower characteristics and business environment. The rating of im-
pacts from capital accumulation builds on estimates of a project’s contribution to the project
owner’s stock of tangible capital and capital quality. The magnitude of the potential impacts
depends on the relative effects of the investment on the borrower’s existing stock of capital
and productivity.

The assessment of projects’ contributions to innovation activities involves before-and-after
comparisons of the borrower’s R&D spending, RED intensity, capacity and quality, the availa-
bility of scientists and engineers, and the number of patent applications. Impacts on RGD in-
vestment volumes relate to the borrower’s past and expected R&D expenditures, and their es-
timated impact on productivity. The comparison of R&D intensity uses industrial hbenchmarks
to assess the company’s current and expected positioning in its peer group. The impacts on
companies’ productivity from R&D makes use of existing quantifications of private and social
returns on RGD.

Human capital and equal economic opportunities

Investments that affect human capital and promote equal economic opportunities occur in
both the private and puhlic sectors. In the public sectar, investments in educational infrastruc-
ture and health care have positive impacts directly by increasing the productivity of provision-
ing of a public service, and indirectly by improving the quality of labour inputs. Investments
in high-quality education are, for example, highly likely to provide broad returns in terms of
income levels.

Investments in innovation processes contribute to skills development in the organisations in-
volved, as well as in the entire economy, as the benefits from investments in human capital are
widely distributed due to spillover effects through, for instance, labour migration and imitation.
Due to these spillover effects, the average social return, (in other words the impact on the
productivity of the economy], of investments in RED tend to be significantly higher than that
of an investment in tangible capital where the scope of the return is limited to the investing
company.

It should be noted, however, that such project-level quantifications are rough approximations,
because estimates from research are mostly sector- and country-specific studies with limited
predictive power in evaluating the impacts of individual projects.



5.3 Improvements in infrastructure

°.4

The guantification of impacts from investments in infrastructure follow that of the invest-
ments in tangible assets, described in the section “Technical progress and innovation”. The
rating framework accounts for capital accumulation and technical progress using quantitative
and qualitative information about projects’ impacts on the capacity, productivity and quality
of the relevant infrastructure services that the infrastructure assets provide. Benefits from
infrastructure investments tend to be long-lasting and widely distributed in the economy.
Therefare, the rating framewaork places a higher weight on wider impacts from infrastructure
investments than on those from investments in non-infrastructure assets.

Market efficiency and business environment

The rating framewaork takes into account the potential impacts on competition and other fac-
tors that shape market efficiency in the member area. The impacts from projects that support
a correction of market imperfections or support inclusive economic structures through, for
instance, availability of finance and lowering barriers to entry are therefore taken into a count
in the rating framework.
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Rating the environmental
impacts

The environmental mandate is assessed using a rating framework that includes gualitative
and quantitative factors as inputs in a scoring toal. Only environmental impacts affecting the
member country region are considered in the mandate rating. Projects in non-member coun-
tries may generate relevant environmental benefits for the member countries, e.g. by reducing
transboundary pollution, such as greenhouse gas emissions and discharges into the Baltic Sea.

Qualitative sector assessment

The gualitative sector assessment of a project is based on the sector that the project consid-
ered for NIB’s financing belongs to. NIB has estahlished a list of relevant sectors, where each
sector has been pre-rated, mainly based an its potential to contribute to the achievement of
international and national targets for pollution reduction, preventive measures, resource effi-
ciency and climate change mitigation.

The sectors arerated in a four-grade scale consisting of dark green, light green, grey and black,
indicating their declining potential to contribute to the environmental mandate fulfilment, see
Figure 3. The dark and light green sectors are to the extent relevant for the Nordic and Baltic
regioninline with the draft sustainahble taxanomy developed by the EU High-Level Expert Group
on Sustainable Finance in 2018.

As shownin Figure 3, the dark green sectorswill receive the highest score in the qualitative assess-
ment. Overall, they will be rated Good or Excellent with high likelihood due to their expected high
potential toyield environmental benefits, even though in some cases such as preventive measures,
guantitative effects cannot always be demonstrated. The light green sectors will receive a lower
score and need to demonstrate a sufficient level of positive quantitative environmental impacts
toreach a Good or Excellent rating. Grey sectors will score neutral and can be rated from Negative
to Good, depending on the magnitude of the quantitative environmental impacts the project can
demonstrate. Black sectors are not considered to contribute to NIB’s environmental mission and
are thus rated “Negative”, and scoring on the quantitative assessment is not carried out.

Quantitative impact assessment

The guantitative impact assessment uses selected impact indicators to describe direct and
indirect changes in e.g. use of energy, water or raw materials or in emissions of pollutants, due
to the implementation of a project considered for NIB’s financing. The baseline for the compari-
son consists, in general, of a “zero alternative” [in line with the approach used in environmental
impact assessments]. This refers to a forecasted situation without the project being imple-
mented. Local and regional impacts are assessed together on a common scale, whereas global
impacts are assessed on a separate scale. The quantitative score is the aggregated result of
the local/regional and the global score as indicated in Figure 3.
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6.2.1 Local/regional impacts

Examples of local/regional impacts are emissions of nitrogen oxides, sulphur oxides, carban
monoxide, particulate matter and noise, as well as discharges of pollutants with wastewater,
like organic compounds, phosphorous and nitrogen. Other parameters may also he relevant,
depending on the type of project. Negative scores are given to projects with an increased ad-
verse impact on the environment and positive scores are given to projects with a reduced im-
pact on the environment.

There are projects where it is not possible to assess quantitative benefits entirely based on
changes in emissions or discharges. For those projects, the indicators applied may include
green building standards, added capacity and efficiency gains.

6.2.2 Global impacts

The major global impact to be quantified is changes in emissions of greenhouse gases (GHGs]
due to the project implementation. Negative scores are given to projects with increased GHG
emissions and positive scores are given to projects with decreased emissions of GHGs.

6.3 Aggregated qualitative and quantitative assessment

As illustrated in Figure 3 both the qualitative sector and the quantitative impact part of the
assessment can generate the same amount of scores, i.e. they are equally weighted in the as-
sessment. This means that a project within a sector that is generally considered to contribute
to NIB’s environmental mission, may receive a positive environmental mandate score without
achieving measurahle positive absolute impact. Likewise, a project within a sector that as such
is not considered to directly contribute to any of the set national or international policy targets
may achieve a positive environmental mandate score by showing a significant positive absolute
impact on the environment.

12



FIGURE 3. OVERVIEW OF THE RATING SYSTEM FOR ENVIRONMENTAL IMPACTS
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7 Overall rating

The mandate fulfilment of a project is expressed using the scale shown below in Table 1.

TABLE 1. SCALE FOR THE MANDATE RATINGS

Excellent

Neutral

Negative

The rating of both mandate compaonents is expressed sep-
arately. Moreover, the mandate assessment involves a risk
assessment that describes the reasons and the likelihood
that the predicted productivity or environmental impacts
the completed project will not fully materialise.
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